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This paper discusses four issues. The first considers the effects of the recent economic downturn on
post-secondary education in the United States. I then review and evaluate the ways in which the U.S.
government has responded to the crisis. Third, I argue that the diversity and independence of the higher
education institutions within the nation has reduced the potential of serious long-term effects of the
economic downturn and that the central effect has been to amplify existing problems and challenges. In a
final section I propose that greater reliance on community colleges and technology might offer partial
solutions to mitigate the effects of the global economic crisis on students and schools. 
The U. S. Higher Education System: 
To begin, we need to consider the nature of the US higher education system. Historically, the U.S. has
prided itself in its rich diversity of higher education institutions; there is no one system in the United
States. The non-profit private sector accounts for roughly 20% of students and raises funds from tuition,
gifts, endowments and competitive grants. Within this sector there is wide variation in the nature and
mission of the schools from major research universities such as Stanford, MIT and Harvard, to small 
liberal arts colleges, denominational colleges, and two year technical schools. 
In the public sector the decentralization of the system among the states and territories creates
substantial variation in funding capacity and quality, which has influenced the impact of the financial 
downturn. Within the states the public sector institutions are varied including great research institutions
such as Berkeley, Michigan and Wisconsin, four year institutions that focus more on teaching, and 
community colleges and other two year institutions that provide academic and technical training and serve
roughly 42% of American students.   
Higher education in the United States is also distinctive by culture. Informed by the Jeffersonian ideals
of limited government and freedom of expression, organizations and individuals have established a system
generally free of high levels of government control and have long protected its independence. American
colleges and universities also reflect the idea of competition and capitalism. Many schools, following the 
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belief in the rationality of markets, function under the assumption that high quality is best achieved 
through competition. This ideal sometimes conflicts with a final philosophical influence; while American 
colleges and universities must stay competitive, they are also committed to providing equal opportunity, 
social mobility and public service. Once an elite establishment that excluded individuals based on gender, 
religion, race/ethnicity, and social class, U.S. higher education has transformed itself over and over to 
fulfill its role as a primary gateway to the middle-class and an important provider of opportunities to 
historically oppressed members of society. Americans have come to view broad access to higher 
education as a necessary component to maintain the nation’s stature as a “land of opportunity.”   
Effects of the Economic Downturn:   
The diversity of the system leads to a somewhat complicated story regarding the effects of the 
economic downturn. Public institutions have experienced revenue shortfalls from reduced state 
appropriations – in some cases the reductions have been quite serious and, in 2010, may be even more 
challenging. Tax collections are also falling as jobs are lost and capital gains vanish. With a continuing 
housing market crisis, property tax revenues are affected and local governments have looked to states to 
help address shortfalls in K-12 education budgets putting more pressure on the states to reduce funding to 
other sectors. By early 2010, at least 37 states have cut assistance to public colleges and universities.i
Private institutions have suffered endowment losses and/or reductions in giving. The value of private 
university endowments reportedly fell about 22 percent from November 2008 to August 2009.
    
ii
On the demand side, enrollment levels over the entire sector have risen in this economic environment, 
as people seek additional training or retraining that might allow them to change career paths or to feel 
secure in their current jobs.  But the rise in enrollments has not been even across the sector.  For example, 
students have shown more interest in starting higher education in a community college environment or a 
less expensive state university than in a small liberal arts college. For some small private liberal arts 
schools and others with a tuition-driven budget, under-enrollment, accompanied by other factors, 
translates into a sudden drop in their budget.  Such institutions find it difficult to set tuition low enough to 
compete for students, but high enough to support operations. 
 As the 
market rose during 2009 institutions recovered some of the losses - nonetheless the impact for some 
institutions has been substantial.   
iii
   At the same time, in some states, public institutions are feeling the combined pressures of new budget 
constraints and increased student demand for enrollment and financial assistance. Thus, while some 
private colleges are grappling with the specter of too few applications to generate operational funding, 
public universities and community colleges face the opposite problem—more students are applying and 
enrolling at a time when their state financing is being slashed.   
  
The size of these effects is substantial in many states, minor in others, and non-existent in a few.   
California’s three-tier higher education system, which serves 3.3 million students, almost 20% of the 
nation’s college population, is among the hardest hit by the current recession. During fiscal year 2009, for 
example, California Governor Arnold Schwarzenegger proposed a midyear budget cut of $65.5 million 
for the University of California system, on top of the $48 million reduction already in the budget. With 
millions of dollars removed for their budgets, both the California State University system and the 
University of California are being forced to shrink their enrollment.iv
U.S. Government Response: 
  
In the context of the serious fiscal and enrollment challenges, the Obama Administration moved 
rapidly to enact a stimulus package with a major component providing general support and fiscal 
stabilization for public education, including higher education institutions. v While the amounts were 
considerable, six to seven billion in general support for public higher education institutions, the 
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effectiveness of the new resources at meeting the state needs has depended on the depth of the problem in 
the various states.      
General support was only the beginning. Other stimulus package resources were used to increase 
support for students to pay college tuition, fees and living support. Very substantial increases in the 
Federal Pell Grant Program and in the Hope Education Tax Credit expanded the traditional federal role of 
providing access and equity in higher education. vi
Third, to help insure that the research universities would not curtail expensive research, the stimulus 
legislation included over $20 billion in new research funding, particularly in the health and environment 
areas to maintain and even expand their research capacity.
  
vii
The mixture of general support for public institutions, new support for the neediest students, and 
support for research at public and private research institutions created a powerful package to stabilize and 
even, in some instances, improve the effectiveness of the institutions. 
 
These steps have mitigated but not eliminated the effects of the economic downturn on the higher 
education community. I believe that two systemic factors have operated to dampen the negative impacts 
of the economic downturn on the overall higher education system. The first is the diversity of the system 
itself and the second is the independence and commitment to mission of the individual institutions. The 
diversity and decentralization of authority within the system has given it a resilience and flexibility that 
could not have been uniformly legislated or regulated.    
These factors work together to keep the overall “system” viable. Even if the economic downturn were 
more severe, the diversity engenders great variation in the magnitude of the negative effects. Some states 
and schools are facing major problems while, for others, the negative effect of the financial crisis is 
significant but relatively minor.  States and institutions also vary in their capacity to address the problems. 
There is no single set of policies and practices that can be uniformly applied to meet this difficult situation. 
Each institution has been responsible for crafting the way in which it has handled the crisis.  Many have 
handled it well, a few badly and a few, I suspect, brilliantly.  
Long-term Challenges:  
This is not to say that the bad times will be over as soon as the economic downturn is projected to turn 
back.  In the last fiscal year, university endowments lost on average a fifth of their value.viii
I do not expect, however, that, due to the economic downturn, the higher education system in the 
United States in 2012 will look very different than it did in 2007 – there will be fewer administrators, the 
size of classes may be slightly increased, the maintenance may not be of the same quality, some, perhaps 
well overdue, cost efficiencies will have been put in place, some institutions will eliminate some degree 
programs, and a few institutions will have gone out of business. But, from the perspective of most 
students and professors, life will go on as it did before.     
 Revenues 
from income and other taxes at the state level that fund public institutions may get worse before they get 
better and will take at least two or more years to fully recover.   
Note that I said that I do not expect there will be major changes that can be traced to the economic 
downturn. In my view the downturn has highlighted, rather than created, long-term challenges for the 
system. Even before the economic crisis, U.S. higher education had been criticized for its inability to 
expand capacity while balancing its independence, competitiveness and accessibility.  
 There have been growing concerns about whether American colleges and universities are funded 
sufficiently to maintain their high reputation in an increasingly competitive world. Many analysts, parents 
and students have also worried about the increasing cost of tuition. For many the price outstrips household 
incomes and has severe implications for access to higher education for socially disadvantaged groups. 
Others point to the fact that US is lagging dramatically behind many developed nations in percentage of 
students completing college and is even falling behind a few other nations in the percentage of students 
attending college.ix For years the community colleges have served a second chance option for many in 
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U.S. – even this function is somewhat threatened by the increasing costs of college which has forced some 
students to be turned away even from community colleges.     
The Presidents Goal:  Community Colleges and Technology   
Into the teeth of the economic downturn and these challenges President Obama announced in a speech 
in July.   
“… I set a goal for America: by 2020, this nation will once again have the highest proportion of college 
graduates in the world. Today I am announcing the most significant down payment yet on reaching this 
goal in the next ten years. It’s called the American Graduation Initiative. It will reform and strengthen 
community colleges from coast to coast so that they get the resources students and schools need – and the 
results workers and businesses demand. Through this plan, we seek to help an additional five million 
Americans earn degrees and certificates in the next decade.”x
The President’s initiative is pending in the U.S. Congress. In order to pay for it the Administration 
proposes to reform the student loan program to result in estimated savings of over $80 billion in the next 
ten years. The Administration proposes to use much of the savings over the next decade to support grants 
for students, improve and expand the role of community colleges, increase community and four-year and 
college graduation rates, and for using technological innovation to create enhanced access and quality.    
 
Over the past forty years, community colleges have played a crucial role in the development and 
training of the American workforce. They prepare students for successful academic futures, while 
working with businesses, industry, and government to create tailored training programs that meet local 
economic needs. Since 2008, during the economic downturn, community college enrollment has increased 
due to its affordability, flexibility, and convenience. City University of New York’s community colleges, 
for example, have seen a 15 percent increase in their enrollments. In some fields, like health services, the 
growth has been even more rapid, as much as 30 percent on some campuses.xi
To further increase the odds of reaching the Initiative’s goal of 10 million additional graduates, the 
administration is seeking to invest in expanded uses of technology inside and outside of classrooms.  
Perhaps the most innovative investment of the American Graduation Initiative plan is the creation of a 
new online skills laboratory.  The laboratory would oversee the development and maintenance of a library 
of upwards of 150 on-line and very high quality courses that would be open and free to everyone in the 
world.  The courses would be designed to be modular and interoperable so they could be easily modified 
and adapted or translated into a new language and so they could be available on multiple platforms 
including hand-held devices.   
 Keeping these institutions 
vibrant and strong is a critical component of the strategy to reach the President’s goal.   
  A recent meta-analysis of roughly 50 quality studies of tertiary online education, conducted by SRI 
International for the U.S. Department of Education, reported that: “on average, students in online learning 
conditions performed better than those receiving face-to-face instruction.” The analysis found that, on 
average, students doing some or all of the course online would rank in the 59th percentile in tested 
performance, compared with the average classroom student scoring in the 50th percentile. xii Another 
provocative study, a randomized experiment at Carnegie Mellon University, found that students in a 
primarily on-line setting did better in a first semester statistics course than students in a primarily 
classroom and lecture setting. Moreover, students in the on-line setting only had half the semester to learn 
the material - - they did better in half the time.xiii
Modern, high quality on-line courses will have very strong content, and can be designed to be 
motivating, and provide interactive software that can tailor instruction to individual students much like 
skilled human tutors do. Built-in interactive simulations and multimedia software offer experiential 
learning. Online instruction can be a powerful tool for extending learning opportunities to rural areas, to 
working adults who do not have the time to go to a college campus, and to students who need to fit their 
coursework around families and jobs.   
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High quality end-of-course examinations will also be created. These examinations could serve as a 
mechanism for determining whether the student has successfully learned the material. The success of the 
student on the examination could be used as an argument for giving the student credit for the course; this 
could lead to an innovative, but I believe, necessary change in the way that we think about credit. Over 
time we should give credit for performance without requiring seat time as our measure of successful 
course completion.   
The availability of a large library of powerful, free learning courses and credit for performance begins 
to directly address the supply dilemma for students. Not only will the open online courses create new 
routes for students to gain knowledge skills and credentials, it also changes the dynamics of how we think 
about education institutions. Access to higher education can be extended using virtual methods without 
incurring traditional construction costs and hiring new faculty.xiv
Final Thoughts 
   
Almost ten years ago in 2000, I was on four person team that carried out an OECD country study of 
China on the issue of increasing the number of college going students by 50% over a period of 5-7 years.  
China succeeded and passed that goal in five years. If the U.S. can do half as well we will have 
accomplished the challenge that President Obama has given us.   
In 2000 I argued that the creative use of technology was a necessary strategy for China to reach its goal.  
As it turn out I was wrong. Now, in the context of the United States and the President’s challenge, I find 
myself making a similar argument. I don’t see how we can manage to meet the President’s goal without 
harnessing technology as a solution to greatly increased access and the needs for consistent high quality 
and reasonable costs. 
And, as I think about China’s challenge to give people in its Western regions the opportunity for a 
quality higher education, I come to the same conclusion. The great campuses of our higher education 
systems cost too much to build in dollars and energy. We need alternative strategies – perhaps a wide and 
deep network of very small and truly community colleges that bring both human personalization and 
technology’s magic together to give us new systems of higher education for all.   
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